This paper measures and decomposes the differences in earnings distributions between public sector and private sector employees in Germany for the years 1984 -2001. Oaxaca decomposition results suggest that conditional wages are higher in the public sector for women but lower for men. Using the quantile regression decomposition technique proposed by Machado and Mata (2004), we find that the conditional distribution of wages is more compressed in the public sector. At the low end of wages, differences in characteristics explain less than the raw wage gap when it is the opposite at high wages. Separate analyses by work experience and educational groups reveal that the most experienced employees and those with basic schooling do best in the public sector. All these results are stable over the 80s and 90s.
salary from the public sector (Federal Statistical Office 2002) . Furthermore, the wage settlements in the public sector could have a substantial impact on those in the private sector. Because of this spillover effect, the existence of a public sector wage gap may induce private sector employers to pay higher wages to their employees. The concern is that such general wage increases can jeopardize competitiveness in the global economy and further fuel inflation.
There are a number of reasons that earnings differentials between the private and the public sector could exist. The public sector is subject to political constraints and not to profit constraints. In a perfectly competitive market, employers that pursue other goals than competitiveness, such as discriminating employers, will be driven out of the marketplace over the long run (Becker 1957). On the contrary, the political system may have different objectives from those of the private sector. Issues of pay equity and fairness can survive in the political market place more than in the economic market place. Governments are also under pressure to be a model employer and not pay low wages to its less skilled workforce. Similarly, voters seem to refuse that high-level officials receive comparable remuneration to the high salaries of the private sector. Nevertheless, the pursuit of theses equity goals could have a serious impact on the efficiency of the labor market. If the government pays too much, employees in the private sector may decide to queue for relatively high-paying jobs in the public sector. Moreover, this policy leads to higher taxes or budget deficits. If the public sector pays wages that are too low, it will not find skilled and loyal employees. The consequences will be public services of poor quality.
Given these differences in the wage setting procedures and the possible consequences for the labor market, many researchers have sought to ascertain whether an identical employee working in the same job in the public and in the private sector would earn the same or a different amount. Early research comparing the earnings of public sector employees has been undertaken in the United States by Smith (1976 and 1977) . She found that rates of pay were higher for public sector than private sector employees and that the earnings premium was larger for female than for male public sector employees. Subsequent research has taken up the same question as Smith and confirmed her findings. Ehrenberg and Schwarz (1986) and Gregory and Borland (1999) have surveyed this voluminous literature. Such wage comparisons using German data are not as numerous. Dustmann and Van Soest (1997) used data from the German Socio-Economic Panel for the years 1984-1993 to analyze developments and differences in public and private sector wage distributions. They found that conditional on education, marital status and age wages are higher in the private sector for males but higher in the public sector for females. Dustmann and Van Soest (1998) estimated switching regression models for males and models that endogenize education. Their later results are stronger than the results that they reported in 1997. Poterba and Rueben (1995) were the first to apply quantile regression to study public-private wage differentials. This is a natural arena for quantile regression, since there is a suspicion that the public sector compresses the distribution of earnings of employees who work in that sector relative to private sector employees. Therefore, the least squares estimate of the mean public sector wage premium gives an incomplete picture of the conditional distribution. Evidence of this effect is available for Canada (Mueller 1998), UK (Disney and Gosling 1998) and Zambia (Nielsen and Rosholm 2001).
